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KEY HCONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1986 1987 
1984 1985 Estimates Projections 
Damestic Econany 

Population (millions) 3.1 Zs 22.5 23.3 
Population growth (%) 363 33 3.3 3.3 
GDP in 1984 dollars* 4,494 4606 4744 4924 
Per capital GDP, 1984 dollars 213 211 211 211 
% Change in real GDP as 2.5 3.0 3.8 
Consumer Price Index % change 36:2 25 


Production and Employment 
Labor force (1,000s of wage earmers) 120 121 
Industrial production % change -11 -15 
Govt. deficit as % of GDP 7.8 17.0 


Balance of Payments 
Exports (F.0O.B) 369 256 
Imports (C.I.F.) 839 900 
Trade Balance— -470 -644 
Current-account balance -451 -585 
Foreign debt (year end) N/A 3151 
Debt-service paid N/A N/A 
Debt-service owed N/A N/A 
Debt-service ratio as % of 
goods and services N/A N/A 
Gross official reserves inweeks of 
imports 2.4 1.1 
Average exchange rate for year 
(X = U.S. $1.00) 


Foreign Investment 
Total (cumulative) 


U.S. (cumlative) 


U.S. - Tanzania Trade 

U.S. exports to Tanzania (F.A.S.) 
U.S. imports fram Tanzania (C.I.F.) 
Trade balance 
U.S. share of Tanzania exports ($%) 
U.S. share of Tanzania imports (%) 
U.S. bilateral aid 

Econamic (food) 

Military 


Principal U.S. exports (1985): Agricultural and earth-moving equipment, 
chemicals, used clothing 
Principal U.S. imports (1985): Coffee, pyrethrum, tea, cashews_ 


Sources: International Monetary Fund, World Bank, Govermment of Tanzania, and 
U.S. Embassy assessments. 





SUMMARY 


Much has happened in the year and a half since the last Foreign 
Economic Trends for Tanzania was published. The economic 
reforms the Government had adopted through 1985 failed to 
reverse the decade-long decline in production. The growing gap 
between exports and imports had to be financed through donor 
assistance and the accumulation of arrears. In the last couple 
of years even foreign aid began to dwindle as donors came to 
realize that the economic policy framework had to be 
restructured for their aid projects to succeed. Then in June 
1986, nine months after Ali Hassan Mwinyi succeeded Julius 
Nyerere as President, the new Government announced a three-year 
Economic Recovery Programme (ERP). Key components are: 


-- greater flexibility on exchange rates; 


-- fiscal and monetary discipline, with an intent to 
divert credit from parastatals to the private sector; 


-- focus on agriculture, the backbone of the economy; 


-- emphasis on rehabilitating old projects rather 
than starting new ones. 


The changes sparked a positive response from the international 
community. In June of 1986 the World Bank chaired a 
Consultative Group which elicited increased pledges from donor 
governments. In August the IMF approved a standby 
arrangement. In September the Paris Club rescheduled 
Tanzania's official debt. In November the World Bank expects 
to approve a $130-million program credit for Tanzania. 


Despite these positive steps, the economy, particularly the 
balance of payments, remains troubled. The Government will 
have to undertake stronger measures to build on the reforms 
begun in 1986. These changes could offer opportunities for 
U.S. exporters and investors. 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 


President Nyerere, Tanzania's leader since Independence in 
1961, fostered political stability and social harmony. The 
"ujamaa" socialism he promulgated, however, failed to realize 
Tanzania's vast economic potential. The Government tended to 
blame the failure on "the international economic order," 
recalling how the world prices for Tanzania's export 
commodities fell while prices for oil and borrowed money rose. 
In addition, the collapse of the East African Community in 1977 
and the subsequent war with Uganda placed heavy burdens on an 
already overstrained budget. Even so, many of the causes were 
within Tanzania's ability to control, a fact that has gained 
increasing acceptance since Ali Hassan Mwinyi, formerly 
President of Zanzibar, assumed the national presidency in 
October 1985. (Nyerere has retained the chairmanship of the 
sole political party.) 


Particularly damaging were policies which favored urban 
consumers over agricultural producers. In Tanzania, 
agriculture employs 85 percent of the working population, 
accounting for almost half of the GDP and two-thirds of the 
exports. Principal among these are coffee, cotton, sisal, tea, 
tobacco, cashews, and pyrethrum. But as an unrealistic 
exchange rate devalued their shilling returns and as parastatal 
marketing authorities levied ever-greater charges to cover 
their inefficient operations, growers lost incentive to 
maintain their fields. The resultant drop in exports created a 
shortage of foreign exchange, with crippling effects throughout 
the economy. Inability to pay for imported inputs, spare 
parts, and replacements brought industry down to 20 percent of 
capacity, cutting its share of GDP from 12.5 percent in 1978 to 
4.5 percent in 1985. Similar shortages hobbled transportation, 
a critical sector in a country where so much production occurs 
far from the cities where the goods are consumed or exported. 
In turn, the shortage of inputs and parts hurt agriculture, 
completing a vicious circle. 


Government programs in the 1980s showed growing awareness of 
the need for change, but the steps taken were inadequate and 
subject to backsliding. The Economic Recovery Programme 
announced in mid-1986 went considerably further. The shilling, 
officially valued at 16 to the dollar in March 1986, was 
devalued to a rate of 40 to the dollar by June 20, 1986. A 
series of depreciations since then has brought the rate to 47 
to the dollar in early November. Further adjustments will be 
required in 1987 if the shilling is to reach the equilibrium 
rate targeted for mid-1988. 
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The Government has also committed to fiscal discipline, vowing 
an end to parastatal subsidies. Although it lowered income tax 
rates (from 25-95 percent to 20-75 percent) to increase 
incentives, the Government raised sales and excise taxes, which 
should increase revenue collection. A lowered deficit should 
make more credit available to the private sector, even as the 
(central) Bank of Tanzania keeps a tight lid on the money 
supply. In other monetary measures, the Government this year 
raised lending and savings rates as a first step towards 
achieving real positive interest rates by mid-1988. 


Reemphasizing the importance of agriculture, the Government 
said it will raise farmgate prices for export crops by 60 
percent a year in nominal terms or five percent in real terms, 
whichever is greater. Producer prices for coffee, the largest 
cash crop, rose 80 percent in 1986. Zanzibar raised the price 
for cloves, its principal export, by 200 percent. Food crop 
farmers also benefited from market liberalizations that, 
combined with higher prices and excellent weather, brought on 
bumper crops, especially of cereals and cotton, in 1986. 
Storage, processing, and transportation bottlenecks (and 
insects) reduced the beneficial effects, however, and an 
inability to distribute fertilizer in a timely manner may cut 
into next year's harvest. 


As one of the first moves towards liberalizing the economy, the 
Government in 1984 decreed that cooperatives replace parastatal 
authorities in the purchase of crops from farmers. Still in 
its infancy, the new system will need further refinements. In 
another change, the Government has come to accept unofficial 
marketing of food crops. The National Milling Corporation, 
former monopsony buyer at official prices, has become a 
residual purchaser, its offering price serving as a floor. 

Much of agriculture is at the subsistence level, affected only 
at the margins by pricing and marketing measures. 


Primary food crops are maize, rice, wheat, sorghum, and 
bananas. Wheat and rice are also imported to supplement local 
produttion. Tanzania has not experienced the famine afflicting 
a number of African countries in the past several years, 
although scattered food-shortage areas appear throughout 
isolated regions of the country. In fiscal year 1986 the 
United States donated about $3 million in humanitarian food 
assistance (P.L. 480, Title II) to Tanzania. 


In continuation of another measure adopted in 1984, Tanzanians 
with access to their own foreign exchange may bring in imports 
from an ever-growing list of permissible items. By ignoring 
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official exchange rates, the suppliers of these items have 
dampened the inflationary impact of devaluations. To encourage 
exporting, the Government in September i986 ailowed exporters 
of non-traditional commodities to retain 50 percent of their 
hard-currency earnings for imports. Exporters of traditional 
commodities may retain 10 percent of their hard currency 
earnings for imports. Meanwhile, the number of items on the 
price-control list has been shrinking rapidly. 


Donors responded favorably to the ERP. In June the World Bank 
chaired a Consultative Group, which elicited greater pledges 
from bilateral donors. In August, after six years of on-and-off 
negotiations, the IMF approved an 18-month, 64.2 million standby 
arrangement, the components of which correlate closely with the 
ERP. In September the Paris Club rescheduled on very generous 
terms Tanzania's official debt to Western creditors. In 
November the World Bank expects to release the first tranche of 
a one-year, $130 million program credit which will emphasize 
agriculture, transport, and improved foreign exchange alloca- 
tions. For 1987 there is the possibility the IMF may provide 
Tanzania with additional funds through its new Structural 
Adjustment Facility. Next fall the Government may request 
another debt rescheduling at the Paris Club. 


Much remains to be done. Transportation bottlenecks and other 
infrastructural shortcomings undercut the new supply-side 
incentives. Low government salaries have led to moonlighting 


and graft; in response, President Mwinyi has been leading an 
anti-corruption campaign, and in December 1986 a wage commission 
is expected to recommend salary increases for the civil service. 
Budgetary constraints will limit these increases. There is 
labor peace and only one union; however, employers must adhere 
to sometimes cumbersome labor regulations and procedures. More 
generally, regulations and bureaucracy inhibit full responses 

to economic signals. Parastatals are a major employer, and 
public ownership of the major means of production remains a 
central tenet of ujamaa socialism. As in any government, there 
exists various factions, and policies announ~ed at the top are 
often slow in the implementation. A key sig post in 1987 will 
be the measures announced in June for the fiscal year beginning 
next July. Compliance with existing IMF and World Bank 
programs, coupled with progress towards agreement on new 
programs, will signal whether the international financial 
institutions continue to endorse the ERP. 





7 


B. IMPLICATIONS FOR THE UNITED STATES 


On the Mainland as well as on Zanzibar, the Government has been 
showing greater interest in foreign investment and a better 
understanding of what is needed to attract it. Still, the 
Government has not yet been able to settle on an investment 
code for foreign investors. As things now stand, investments 
must be negotiated on an ad hoc basis. There is no one-stop 
investment office, and each ministry concerns itself with 
investment in the areas under its jurisdiction. The Government 
is most interested in projects that will improve the nation's 
balance of payments. Areas for investment in which the 
Government has shown particular interest are tourism, fishing, 
and mineral and oil exploration. Even with favorable terms, 
investors will want to consider infrastructure, general 
economic conditions, and the fact that the central bank has not 
released foreign exchange to repatriate dividends since the 
late 1970s. Nevertheless, the careful investor may find 
opportunities in Tanzania. U.S. firms will play a prominent 
role in the proposed $500 million Kilamco ammonia/urea plant to 
be undertaken if the financing can be consolidated. Well-known 
U.S.firms with investments in Tanzania are General Tire, 
Caltex, Esso, and Mobil. The United States and Tanzania signed 
an OPIC Investment Guarantees Agreement in 1963. 


The Paris Club rescheduling in September 1986 set in motion 
events that led in April 1987, to the lifting of the Brooke 
Amendment, which bars new development assistance to countries 
in default to the U.S. Government. As the U.S. now considers 
resuming aid to Tanzania, it will have to factor in a very 
diminished pool of resources as a result of our own budgetary 
constraints. The Brooke Amendment has not precluded U.S. food 
aid, and about 60 Peace Corps volunteers work in country. 
Also, the U.S.-funded African Development Foundation has some 
small projects in Tanzania. 


The European Community, especially the United Kingdom and West 
Germany, remains the country's most important trading partner. 
Also, trade with Japan has grown in the past few years. The 
United States, in part because of the distances involved, is 
not as active, although there exists considerable interest--in 
both the public and private sectors--in U.S. products. Many 
influential Tanzanians have studied in or otherwise visited the 
United States. 


The recrudescence of agriculture offers opportunities for U.S. 
exporters of agricultural and irrigation equipment, parts, and 
inputs such as fertilizers, insecticides, pesticides, and 
fungicides. Tanzanians have also expressed interest in small 
tractors and specialized machinery for rice and sugar cane. 
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Other possibilities for potential U.S. sales are construction 
machinery, truck parts, pharmaceuticals, and chemicals, 
especially dyes, for the textile industry. Generally, U.S. 
exporters should be alert to opportunities in the industrial 
sector, which is going through a shakedown period as the 
Government imposes discipline on parastatals and tries to 
ensure that foreign exchange is directed to the most efficient 


producers. There is a small but growing demand for computers, 
especially micros. 


With the road network in disrepair, the World Bank, African 
Development Bank/Fund, and European donors will launch the 
Sixth Highway Project in 1987. Many of these same donors are 
financing rehabilitation of the railroads and Dar es Salaam 
port. Work at the port, which is well underway, will improve 
the Tanzanian Harbour Authority's capacity to handle 
containers, grains, and other cargos. The TAZARA railroad, 
which runs from Dar es Salaam into Zambia, has been increasing 
its locomotive capacity. In October 1986 it hauled 127,000 
tons, its highest monthly total ever. 


Dar port, along with the three ground links to Zambia--the 
TAZARA railroad, the TANZAM highway, and the TANZAMA 
pipeline--would experience a great upsurge in demand if the 
Frontline States were to lose access to South African port 
facilities. Tanzania has no trade with South Africa. 


Apart from TAZARA, the other rail. lines are operated by the 
Tanzanian Railways Cornoration (TRC). As the TAZARA tranships 
goods for Zambia and Malawi, the TRC handles freight for 
Burundi, eastern Zaire, and a lesser amount for Rwanda and 
Uganda. It connects Dar es Salaam to Kigoma on Lake Tanganyika 
and Mwanza on Lake Victoria. It also connects Tanga port to 
Arusha and to Dar es Salaam. Older than TAZARA and 


narrow-gauged, the TRC is beginning to receive greater 
attention from the donors. 


Most domestic traffic in Tanzania is hauled by trucks, the bulk 
of which are run by private operators. Donors and the 
Government are addressing scarcities in this sector, and there 
may be opportunities for U.S. parts suppliers. 


Opportunities for sales and investment may also develop in 
another sector the Government would like to rehabilitate 
--tourism. Virtually every hotel in Tanzania needs work, 
including new generators, plumbing, linens, kitchen equipment, 
and technical assistance in management and finance. 
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U.S. companies serious about selling in Tanzania should 
consider establishing a presence here. A number of local firms 
are interested in representing U.S. manufacturers. 


No American banks have offices in Tanzania, though several 
cover the scene from neighboring countries, and several have 
correspondent arrangements with the National Bank of Commerce. 
In the last several months the Embassy has met representatives 
of Citibank, Fidelity, Equator, and Manufacturers Hanover. 
Eximbank has not yet indicated a willingness to resume cover 
for Tanzania. The Embassy continues to recommend that any U.S. 
company wishing to sell to Tanzania insist on an irrevocable 
letter of credit confirmed by a bank outside of Tanzania. When 
the Government allocates foreign exchange for imports not 
covered through international tenders, it (along with 22 other 
countries) requires pre-shipment inspections by SGS, a Swiss 
firm. A number of U.S. exporters have complained about the 
manner in which these inspections were being conducted. 


Despite these cautions, Tanzania bears watching, for with its 
political stability, social harmony, high literacy rate, and 
untapped resources, it has great potential. Much will depend 
on implementation and elaboration of the Economic Recovery 
Programme in effect since July of 1986. 
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